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By the end of 2017, the Japanese economy had expanded for two years straight, its longest growth streak since 
the 1980s. Reflecting this economic strength, in January of this year the Nikkei hit its highest level since 1991. 
Archibald Ciganer discusses what’s driving the Japanese economy and equities and what he thinks might happen 
next. 

Q. WHAT IS DRIVING THIS APPARENT RESURRECTION IN THE JAPANESE STOCK MARKET? 

A. The first driver is Abenomics—the fiscal, monetary, and structural reform policies introduced by Prime Minister 
Shinzo Abe. The second is the prolonged U.S. recovery after the global financial crisis—the Japanese export 
economy relies heavily on the U.S. consumer. 
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Figure 1: Global Corporate Profit Growth by Region* 
Indexed to 100, October 2007–March 2018 

 
Past performance is not a reliable indicator of future performance. 
*Corporate profit in U.S. dollars by region based on companies within the S&P 500 Index and the MSCI Emerging Markets, Europe ex UK,  
Japan, and United Kingdom indices.  
Source: FactSet. 
MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data 
contained herein. The MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. 
This report is not approved, reviewed, or produced by MSCI. 
FactSet—Copyright © 2018 FactSet Research Systems Inc. All rights reserved. 
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The Bank of Japan’s expansive monetary policies have helped weaken the yen significantly. This has helped 
Japanese exports to the United States and made Chinese imports to Japan more expensive, importing inflation 
after years of Japan being mired in deflation. That changed Japanese consumer and corporate expectations and 
behaviour. 

Q. WHAT ABOUT JAPANESE COMPANIES AND MARKETS? 

A. The quality of Japan’s companies has previously lagged that of the rest of the developed world, but they’re 
catching up now and starting to deliver better returns and treating shareholders better. The new Corporate 
Governance Code under Abenomics sets higher standards, more disclosure and better treatment of minority 
shareholders. 

Another new regulation, the Stewardship Code, requires investors, such as pension funds and asset management 
companies, to show how they’re protecting investors and engaging with companies to align their interests. In the 
past, large Japanese insurance companies were major shareholders but would not push companies to run 
businesses better. 

These reforms have improved Japanese stocks’ return on equity, which used to lag that of European stocks. Last 
year, Japan’s return on equity exceeded Europe’s. This has attracted foreign investors, who now own more than 
30% of the Japanese equity market, more than Japanese domestic financial institutions. 

Q. HAVEN’T WE MISSED THE BOAT IN JAPANESE EQUITIES, FOLLOWING THIS STRONG RUN? 

A. Certainly the Japanese market contains many expensive stocks, but it is also a broad, deep market, and 
valuations are not rich overall. We continue to find attractively valued opportunities among the c. 1,200 stocks in 
our investment universe. It’s not too late to invest. We believe the improvements will continue because the 
changes are still taking place slowly. 

Q. HOW DO YOU MANAGE THE STRATEGY? 

A. I look for companies benefiting from long-term social or technological change. Because they are seeing 
increasing demand, growth comes more easily even if these companies don’t invest aggressively. As an investor, 
you want to be on the right side of major trends, such as Japan’s ageing population, the rising purchasing power 
of emerging market consumers, and stricter environmental regulations. You want to be exposed to rising demand 
and have the competitive advantage necessary to enjoy that tailwind. 

For example, we hold several Japanese staffing companies. With a strong economy and a structural labour 
shortage, workers are starting to change jobs more. Staffing companies find it easy to grow quickly if they execute 
well. 

We also like companies that are restructuring, changing strategy, upgrading their product mix or improving 
governance—anything that might lead the market to change its mind about their prospects. These tend to be 
value stocks that are genuinely changing where there’s a catalyst. 

Q. WHICH SECTORS DO YOU LIKE IN THIS MARKET? 

A. First, services in a broad sense. One holding, a staffing company called Recruit, also offers many other 
different services to small and medium-sized businesses and produces consumer-oriented media. Beyond 
staffing companies, anything that plays to the evolving Japanese consumer. 

Second, automation-related companies, such as Keyence and FANUC. Keyence is a consultant that designs 
plants for better use of automation, and supplies the components. FANUC makes industrial robots, benefitting 
from the strong global demand for improved productivity. Demand for automation is still strongest in advanced 
economies, but it’s growing very quickly in China. The number of robots there could expand multiple times. 



 

 

Q. WHICH SECTORS ARE YOU AVOIDING? 

A. Banking, for one. We think Japan has far too many lending institutions, from banks to government-affiliated 
lenders. In Japan you have a virtually unlimited supply of credit. As a result, net interest margins have been 
compressing forever, yield spreads are really thin, and, effectively, you still have negative interest rates. It’s just 
too difficult to make money. On top of that, you have very strict bank regulations. Bank fundamentals are not likely 
to improve until the sector consolidates. 

Old-style manufacturers, such as steelmakers, also face headwinds, such as direct competition from China and 
other low-cost producers. It’s very difficult for these industries to retain pricing power, and many of them are being 
shipped to China. 

Q. ISN’T THIS JUST ANOTHER ‘FALSE DAWN’ FOR JAPANESE EQUITIES? 

A. We believe that this time so many factors are pushing Japan along that there is no turning back. Previously, 
when things got bad, Japanese companies would temporarily raise their game—and then return to their old ways 
when things were better. This time, you have new governance and stewardship legislation, increased foreign 
investment, and growing competition from China preventing Japan from going backward. 

There are risks, of course. Not every company is getting better, and some are resisting change. The Japanese 
market is slowly becoming more diverse, less cyclical, and less dependent on exporters. But it remains very 
exposed to the global macroeconomic cycle. If there’s a global downturn, particularly if it starts in the United 
States, Japanese profits will be hit—there’s no avoiding that. 

Q. LAST WORDS? 

A. Now may be the time to invest in Japan. We think it’s a quality market that is improving, and its risk/reward 
balance is really attractive. Japan has the attributes of a developed market, but it also has the advantage of 
having a lot of room for improvement. It could be a 20-year process, so I see considerable potential for gains. 

 

 

 

 

 

 

 

 

 

Key Risks - The following risks are materially relevant to the strategy highlighted in this material: 

Transactions in securities denominated in foreign currencies are subject to fluctuations in exchange rates which 
may affect the value of an investment. The strategy has increased risk due to its ability to employ both growth and 
value approaches in pursuit of long-term capital appreciation.  



 

 

Important Information 
The specific securities identified and described above do not represent all of the securities purchased, sold, or recommended for the strategy. 
This information is not intended to be a recommendation to take any particular investment action and is subject to change. No assumptions 
should be made that the securities identified and discussed above were or will be profitable. 

This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, and prospective investors are recommended to seek independent legal, financial and tax advice 
before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates 
receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future 
performance. The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount 
invested. 

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any 
securities in any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in 
any jurisdiction. 

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot 
guarantee the sources' accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained 
herein are as of the date written and are subject to change without notice; these views may differ from those of other T. Rowe Price group 
companies and/or associates. Under no circumstances should the material, in whole or in part, be copied or redistributed without consent from 
T. Rowe Price. 

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries 
the material is provided upon specific request.   

It is not intended for distribution to retail investors in any jurisdiction. 

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of  
T. Rowe Price International Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional 
Clients only. 

EEA—Issued in the European Economic Area by T. Rowe Price International Ltd, 60 Queen Victoria Street, London EC4N 4TZ which is 
authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only. 

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified 
Investors only. 

T. ROWE PRICE, INVEST WITH CONFIDENCE and the Bighorn Sheep design are, collectively and/or apart, trademarks or registered 
trademarks of T. Rowe Price Group, Inc. All rights reserved. 
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